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1. BEGIN SUMMARY: ARCO IS HIGHLY DISSATISFIED WITH ITS 
COMPENSATION OFFERS AND RESENTFUL OF WHAT IT BELIEVES IS THE GOV'S 
FAVORITISM TOWARD EXXON AND SHELL. THE COMPANY WILL PROBABLY 
RESPOND CONDITIONALLY TO THE OFFERS ON OCT 28. ARCO'S 

LAWYER ARGUES THAT ACCEPTANCE OF THE COMPENSATION (AND SIGNING 
OF THE QUITCLAIM) WOULD NOT CONSTITUTE A WAIVER OF RIGHTS TO 
FURTHER COMPENSATION FOR THE ASSETS INVOLVED SINCE SUCH 
ACCEPTANCE WOULD OCCUR UNDER "COMPULSION." HE HAS ASKED FOR 
THE DEPT'S VIEW AS TO WHETHER THAT ARGUMENT WOULD 
PERMIT OUR SUBSEQUENT ESPOUSAL OF AN ARCO CLAIM. END 
SUMMARY. 

2. BERTRAM BALCH OF ARCO'S LEGAL OFFICE, ACCOMPANIED BY LOCAL 
MANAGER HUGH SHEFFIEDL, CALLED ME OCT 24 TO DISCUSS THE 
COMPANY'S SITUATION. BALCH DESCRIBED ARCO'S EXTREMEM UNHAPPINESS 
OVER THAT SITUATION IN MUCH THE SAME TERMS HE USED IN HIS DISCUSSION 
WITH MR SCHWEBELIDEPT MEMCON OF OCT 20). 

3. HE DID REVIEW A FEW POINTS OF NEW INFO 

- ARCO OWNS OVERRRIDING ROYALTY RIGHTS WORTH SEVERAL 
MILLIONS; 

- THE COMPANY AT ONE POINT OFFERED THE GOV A 
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SEPARATE AND ADDITIONAL TECHNOLOGY AGREEMENT AT A FEE THAT 
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WOULD HAVE RENDERED A PROFIT. MINIES MINISTER HERNANDEZ TURNED 
IT DOWN BUT INDICATED THAT LATER ON THE GOV MAY BE SEEKING FURTHER 
TECHNOLOGICAL INPUTS AND THAT AN ARCO OFFERE WOULD BE WELCOME 

- IT IS BALCH'SUNDERSTANDING THAT FUTURE SALARIES AND 
EXPENSES MUST COME OUT OF THE EIGHT -CENT FEE AND WILL NOT BE 
COVERED SEPARATELY BY THE GOV; 

- A FUNCTIONARY IN THE MINISTRY OF FINANCE HAS STATED 
THAT THE COMPANY WILL NOT RPT NOT BE ALLOWED TO WRITE OFF 
CONCESSION BONUSES AGAINST TAXES. 

4. BALCH REITERATED HIS VIEW THAT THE VARYING PROJECTED ARRANGE- 
MENTS WITH THE COMPANIES REFLECT RANK DISCRIMINATION AGAINST 
ARCO AND THE OTHER SMALL PRODUCERS. HE SAID ARCO MIGHT BE 
SEEKING THE DEPT'S ASSISTANCE IN THAT REGARD. HE WAS 

UNABLE TO SPECIFY THE EXACT NATURE OF THE DISCRIMINATION BEYOND 
THE FACT THAT ARCO SEES THE EIGHT -CENT FEE AS NO MORE THAN 
COVERING ITS COSTS WHILE CREOLE WILL SURELY ENJOY SUBSTANTIAL 
PROFITS AT ITS HIGHER FEE. BALCH THEN COMMENTED THAT ARCO 
COULD DO QUITE NICELY EVEN WITH EIGHT CENTS IF PAYMENT WERE ON 
THE BASIS OF ONE MILLION B/D. 

5. AS FOR THE COMPANY'S PLANS, BALCH SAID HE ENVISAGED A 
CONDITIONAL RESPONSE TO THE COMPANSATION OFFERS. HE ASSERTED 
THAT ARCO'S EVENTUAL ACCEPTANCE OF THE OFFERS WOULD BE "UNDER 
COMPULSION" SINCE REJECTION WOULD LAY THE COMPANY OPEN TO 
DEMANDS FOR LARGE CASH CONTRIBUTIONS TO THE GUARANTY FUND 
OR THE LEVY OF SHARPLY INCREASING FINES IF THOSE CONTRIBUTIONS 
WERE NOT FORTHCMING. BALCH ASKED WHAT THE DEPT S 

ATTITUDE MIGHT BE TOWARD THIS ELEMENT OF COMPULSION. WOULD NOT 
THE CIRCUMSTANCES MAKE IT POSSIBLE FOR US LATER TO ESPOUSE 
ARCO'S CLAIM, NOT ONLY FOR THE VALUE OF THE CONCESSIONS, BUT 
ALSO FOR THE TRUE VALUE OF THE ASSETS (REPLACEMENT VALUE) THE 
GOV IS ONLY PARTIALLY COMPENSATING? 

6. 1 SAID I COULD NOT GIVE HIM AN ANSWER AS TO WHAT THE DEPT 
MIGHT DO IN THOSE CIRCUMSTANCES. I DID COMMENT PERSONALLY 
THAT PRESSING THE GOV TO COMPENSATE FOR ASSETS TAKEN WHEN A 
QUITCLAIM HAD BEEN SIGNED WOULD SEEM TO ME A CONCEPTUALLY MORE 
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DIFFICULT TASK THAN DOING THE SAME IN THE CASE OF A COMPANY THAT 
REJECTED THE OFFER AND WAS THEN EXPROPRIATED. BALCH SAID HE WOULD 
BE RETURNING FOR A FURTHER DISCUSSION. 

7. COMMENT: WE ARE CONSTANTLY ENCOUNTERING DIFFERING VERSIONS 
OF WHAT THE GOV HAS SAID ABOUT A SPECIFIC ASPECT OF THE PACKAGES. 
FOR EXAMPLE, AMOCO TELLS US THAT THE FEE-PER-BARREL WILL BE 
NET (CARACAS 10943), WHILE ARCO HAS BEEN INFORMED TO THE 
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CONTRARY. PART OF THIS MAY BE DUE TO TIME LAGS AS THE MINISTRY 
OF MINES SHIFTS POSITIONS BETWEEN TALKS WITH INDIVIDUAL COMPANIES. 

PART OF IT MAY BE THE MINISTRY PLAYING GAMES AMONG THE COMPANIES. 

BUT, MORE IMPORTANTLY, OUR IMPRESSION IS THAT THE ANSWERS 
A COMPANY GETS DEPEND MORE THAN MARGINALLY ON THE EFFECTIVENESS 
AND AGGRESSIVENESS OF THAT COMPANY'S REPRESENTATIVES HERE. 

SHLAUDEMAN 


CONFIDENTIAL 


NNN 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


Message Attributes 


Automatic Decaptioning: Z 
Capture Date: 01 JAN 1994 
Channel Indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: PETROLEUM INDUSTRY, NATIONALIZATION, COMPENSATION, LITIGATION, NEGOTIATIONS 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 24 OCT 1975 
Decaption Date: 28 MAY 2004 
Decaption Note: 25 YEAR REVIEW 
Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: GolinoFR 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1 975CARACA1 1 1 44 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: GS 

Errors: N/A 

Film Number: D750371-0361 
From: CARACAS 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1975/newtext/t1 9751 021 /aaaaasiv.tel 

Line Count: 122 

Locator: TEXT ON-LINE, ON MICROFILM 
Office: ACTION SS 

Original Classification: CONFIDENTIAL 
Original Handling Restrictions: EXDIS 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 3 

Previous Channel Indicators: n/a 
Previous Classification: CONFIDENTIAL 
Previous Handling Restrictions: EXDIS 
Reference: n/a 

Review Action: RELEASED, APPROVED 
Review Authority: GolinoFR 
Review Comment: n/a 
Review Content Flags: 

Review Date: 12 SEP 2003 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <1 2 SEP 2003 by RowellE0>; APPROVED <20 OCT 2003 by GolinoFR> 

Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
06 JUL 2006 


Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: PETROLEUM REVERSION ARCO 
TAGS: ENRG, VE, US, ARCO 
To: STATE 
Type: TE 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



